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the producer will be likely to add more of the tax to the price
than in the case of constant or increasing returns. For
although the increase of price consequent upon the imposi-
tion of any part of the tax will decrease consumption, each
unit of this smaller output will, on the hypothesis that he has
been producing under conditions of diminishing returns, cost
the producer, exclusive of the tax, less than before. His in-
clination to pay less of the tax himself will be strengthened
by the fact that, although the sale of fewer articles at the
higher price may cause a reduction in his gross receipts, the
percentage of profit on the smaller output will be greater, and
will thus yield him higher net receipts. The extent, again, to
which the producer will add more of the tax to the price than
in the case of constant cost depends on the rapidity with
which the percentage of cost increases with every unit of
output.

So much for the regime of monopoly. On the contrary,
when we deal with industries subject to competitive condi-
tions, the relations are just the reverse. We have seen1 that
the normal law, in the case of competition, is that of dimin-
ishing returns, and that competitive industries obey the laws
of constant or of increasing returns only in cases of transi-
tion. But for the sake of uniformity we may here again, as
in the former case of monopoly, take the law of constant
returns as the starting-point of our analysis.

The great distinction between competition and monopoly is
that under conditions of competition, although the price of a
commodity continually tends toward the point of lowest cost,
it is fixed at any given moment at the point of marginal or of
highest cost; while under conditions of monopoly there is no
marginal cost, because there is no marginal producer. The
application to the problem of incidence of taxation is obvious.
If the competitive industry obeys the law of constant cost,
the extent to which a tax will increase the price depends,
other things being equal, primarily on the nature of the
demand curve. The more persistent the demand, the greater,

1 Above, pp. 202-203.